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First Supplement to Memorandum 65-34
Subject: Study No. 50(L)} - Rights of Lessor

Attached is another tentative recormendation and statute. This was
Prepared pursuant to the Commission's instruction at the last meeting
that an elternative form of statute e prepared to provide merely that
leases are to be viewed as contracts.

The Commission asked to have such a statute prepared because some
members were fearful of the effect that a detailed statute would have on
the variety of different leases that may exist.

This recommendation and statute is based on Cardozo's idea that
1egisiation is sometimes gufficient if it merely gives the courts a new
point of departure. It should not imprison the courts in particulars.

A new set of shackles should not be substituted for the cld, but the courts
should be set free to develop the new principle established by the
freedom-giving statute.

Respectfully submitted,

Joseph B. Harvey
Assistant Executive Secretary
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TENTATIVE RECOMMENDATION OF THE CALIFORNIA LAW REVISION COMMISSION
relating to
THE RIGHTS AND DUTIES ATTENDANT UPON
ABANDONMENT OR TERMINATION OF A LEASE
Section 1925 of the Civil Code provides, in effect, that a lease is a
contract. Historieally, however, a lease was regarded as a conveyance of an
interest in land. 2 POWELL, REAL PROPERTY § 221 (1950). The California
courts, unwilling to believe completely that the statement in Section 1925
really means what it says, have vacillated between the two concepts. The

courts state that a lease is both a contract and a conveyance. Medico-Dental

Bidg. Co. v. Horton & Converse, 21 Cal.2d 411, 132 P.2d 457 (1942); Beckett

v. City of Paris Dry Goods Co., 14 Cal.2d 633, 96 P.24 122 (1939). And while

at times the courts apply principles of contract law in determining the
rights end duties attendant upon abandorment or termination of a lease (zee,

2.2., Medico-Dental Bldg. Co. v. Horton & Converse, supra), the courts seem

to be guided principally by common law property concepts in determining these

rights and duties {see, e.g., Kulawitz v. Pacific ete. Paper Co,, 25 Cal.2d 66k,

155 P.2d 24 (1944); Welcome v. Hess, 90 Cal. 507, 25 Pac. 369 (1891)). See,

generally, The California Lease--Contract or Conveyance? U4 STAN. L. REV. 24k

(1952).

As a result, the law relating to leases has not kept abreast of the law
relating to contracts generally. Developments in contract law that are de-
simmed to place a promises in as good a position after breach by the promisor
as performance would have done have not been made available to lessors. And
the courts have permitted defaulting lessees to be subjected to forfeitures
that would not be countenanced under the law relating to contracts generally.

See 26 CAL. L. REV. 365 (1938).
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For example, under the law spplicable to most contracts, repudiation
constitutes a total breach for which an action can be maintained even though

the time for full performance has not yet elapsed. Gold Mining & Water Co.

v. Swinerton, 23 Cal.2d 19, 142 P.2d 22 (1943); Remy v. 0lds, 88 Cal. 537,

26 Pac. 255 (1891). And, under the law applicable to most contracts, a
material breach by the promisor gives rise to a duty on the part of the
promisee to mitigate damages, i.e., the promisee cannot recover damages for
any detriment that is reasonably avoidable. See discussion in Bomberger

v. McKelvey, 35 Cal.2d 607, 613-615, 220 P.2d 729 {1950). In contrast, when
a lessee repudiates or breaches a lease, the courts frequently require a
lessor to choose between forfeiting his right to damages for future injury and
enhancing the dameges by continuing performance.

Except where a mining lease is involved (see Gold Mining & Water Co.

v. Swinerton, supra), the doctrine of anticipatory breach has not been applied

to leases. Oliver v. Loydon, 163 Cal. 124, 124 Pac. 731 (1912); Welcome v.

Hess, 90 Cal.S07, 27 Pac, 369 (1891); In re Bell, 85 Cal. 119, 2b Pac. 633
{1890). Under existing law, when a lessee gbandons the leased property and
repudiates the remaining obligations of the lease, his actions constitute

merely an offer to surrender the remainder of the term. Welcome v. Hess,
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90 Cal. 507, 513, 27 Pac. 369 (2891). Confronted with such an offer, the
lessor has three courses of action among vhich he may chocse. Mulawitz v.
Pacific ete. Paper Co., 25 Cal.2d 664, 671, 155 P.2a 24 (1gh4). First,

he may decline the lessee's offer to surrender and sue for the unpsid rent
as 1t becomee due for the remainder of the term. If the lessor selects
this course of action, he has no duty to mitigate damages by reletting the
property; he can recover the full amount of the rent while permitting the
property to yewain vacant. See De Hart v. Allen, 26 (al.2d 829, 83, 161
P.2d 453 (1945). Second, he may aecept the lessee's offer to surrender and
thus extinguish the lease. This course of aetion not only terminates the

legsce's interest in the property, 11_: aleo terminates the lessee's obligs-
tion to pey any further rent, and the lessor is not entitled to any dmmages
for the loss of his bargain represented by the original lease. Welcome v.
Hess, 90 Cal. 507, 27 Pac. 369 (1891). The cases meke clear, too, that
any action taken by the leseor that is inconsistent with the lessee's cone
timed ownership of the property will be deemed an mcceptance of the
1essee's offer to surrender, whether the lessor intended such an
acceptance or not. Doreieh v. Time 0il Co., 103 Cal. App.2d 677, 230 P.24
20 {(1951). Pimally, if the lessor notifies the lessee of his intention

to do so, the lessor may relet the property for the benefit of the lessee
anfi recover damages in the smount of the .excess of the rentals called for
in the original lease over the rentals obtained by reletting., The lessor
camnot sue immedigtely to recover these damagesy the cause of action does
Dot accrue until the end of the term, and the lessor must wait unti) that
time and then sue for all of the rental deficienciss, Truff v. Gulko, 21k

Cal. 591, 7 P.2d 697 {1932). The courts bave held that prior notification
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to the lessee is essential to this course of action and that without such
notification the lessor's reletting of the property will terminate the

original lease and the . lessce's rental obligation. Doreich v, Time 0il Co.,

103 Cal. App.2d 677, 230 P.24 10 {1951). Apparently, then, this third

course of mction is una.vaila,bie to a lessor whe is unable to give proper
notice to the- defaulting lessee., Such a lessor must choose between permitting
the property to remain vacant (thus preserving the lessee's vemtal obligation)
and terminating the lessee's remaining obligetion by resuming possession or by
reletting the property.

A similar range of-choices confronts the lessor whose lessee commits &
sufficiently substantial breach of the lease to warrant termination thereof.
He may treat the breach as & partial breach, decline to  terminate the lease,
and sue for the damages caused by the particular breach. 1In such e case,
the lessor must contiﬁue to deal with a lessee who has proven to be unsatis-
factory. The lessor may also terminate the lease and force the lesses to
relinqui-sh the pmpeﬁy, regsorting to an action for unlawful detainer to roec.
the possession of the property if necessary. In such a case, the lessor's
right to the remasining rentals due under the lease ceases upon the termination

of the lease. Costells v. Martin Bros., T4 Cal. App. 782, 241 Pac. 588 (1925).

Under scme circumstances, the lessor may decline to terminate the lease but still
evict the lessee and relet the property for the account of the leasee.

Lawrence Barker, Inc. v. Briggs, 39 Cal.2d 654, 248 P.2d 807 (1952); Burke v,

Norton, 42 Cal. App. 705, 18% Pac. 45 (1919). See CODE CIV. PROC. § 1iTh.
In such a case, any profit made on the reletting probably beilongs to the
lessee, not the lessor, inasmuch as the lessee's interest in the property

theoretically continues. Moreover, the lessor must be careful in wtilizing
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this remedy or he will find that he has forfeited his right to the remeining

rentals from his criginal lessee despite his lack of intent to do so. See,

e.g., Neuhaus v. Norgard, 140 Cal. App. 735, 35 P.2d 1039 (1934); A. H. Busch

Co. v. Straus, 103 Cal. App. 647, 284 Pac. 966 (1930).

Bound by common law property concepts, the courts have considersd the
lessee's cobligation to pay rent as dependent on the continued existence of
the term. When the term is ended, whether woluntarily by abandorment and
repossession by the lessor or involuntarily under the compulsion of an
unlawful detainer proceeding, the rental obligation dependent thereon also
ends, Continued adherence to these property concepte thus forces a lessor
to choose among several courses of action none of which provides an immediate
remedy that will compensate him for all of the detriment caused by the lessee.

To take ancther exemple, under the law applicable toc most contracts,
"promises for an agreed exchange are concurrently conditional, unless a conbroyy
intention is clearly menifested.” RESTATEMENT, CONTRACTS § 267. This means
that each party's duty to perform his promlse is conditional upon the performance
by the other party of the promises given in exchange therefor. The Restatement's
comment to this rule states: "The treatment of promises as concurrently
conditional is favored since each party is protected by the privilege of
withholding his performance until he receives performance by the other party."

The rule was not always as stated in the Restatement. When contracta were
firet enforced by the courts, the courts tended to treat all promises as
independent. Thus, even if a party failed to perform his promise, he could
still obtain a Jjudgment regquiring the other party to perform his counter-promise.
But resultant injustices in the cases eventually forced the courts to modify
contract law to its present state where most promises are considered conditional.

See 3A CORBIN, CONTRACTS § 654 (1960).
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Property law is of a more ancient origin than contract law, and the
rule that promises are independent, though long abandoned in contract law,
is still the rule applied to leases in most jurisdictions. BSee RESTATEMENT,
CONTRACTS § 290; 3A CORBIN, CONTRACTS § 686 (1960). 1In Califormia, the

courts have not been consistent. In Medico-Dental Bldg. Co. v. Horton &

Converse, 21 Cal.2d Lll, 132 P.2d 457 (1942), the court held that the lease
should be construed as a contract. Viewing the lease as a contract, the

court held that the lessee's promise to pay rent and the lessor's promise

not to permit a competing business in the same building were concurrently
conditional; hence, the lessor's permitting of a competing business to operate
excused the lessee from his obligations under the lease. In Kulawitz v.

Pacific etc. Paper Co., 25 Cal.2d 664, 155 P.2d 24 (194k), the court retreated

+to the ancient property doctrine that the covenants in a lease are independent

unless expressly made dependent and held that promises of the same kind as

were involved in the Medico-Dental case should be treated as independent when
the first breach éame from the lessee's side. Hence, the lessee's failure to
pay rent and his abandonment of the leased property were held not to excuse
the lessor from his obligation not to permit a competing business in the same

building. BSee the criticism of the Kulawitz case in The Callfornia Lease--

Contract or Conveyance? U STAN, L. EEV. 2k, 251-256 {1952).

Adherence to ancient common law property concepts in the interpretation
of leases has caused hardship to lessees as well as to lessors. Under the
existing law, lessees may be subjected to forfeitures that would not be

permitted under any other kind of contract. The courts have been quick to




hold that provisions in leases for ligquidated damages are void. Jack v.
Sinsheimer, 125 Cal., 563, 58 Pac. 130 (1899). Similarly, provisions for the
scceleration of the unpaid rental installments have been held invalid.

Ricker v. Rombough, 120 Cal. App.2d Supp. 912, 261 P.2d 328 {1953). But,

if the lessee makes an advance payment to the lessor as an advance payment of
rental or "in consideration for the execution of the lease,” the lessor is
entitled to keep the payment regerdless of his actual damages when the lease

is terminated by reason of the lessee's breach. A-1 Garage v. Lange Investment

Co., 6 Cal. App.2d 593, Lk P.24d 681 {1935); CGurtis v. Arnold, 43 Cal. App. 97,

184 Pac. 510 (1919); Remish v. Workman, 33 Cal. App. 19, 164 Pac. 26 (1917).

See 26 CAL. L. REV. 385, 388 (1938).
In contrast, where the buyer repudiates a contract for the gale of real
property, any advance payments made to the seller in excess of his actual

damages are recoverable by the buyer. Freedman v. The Rector, 37 Cal.2d

16, 230 P.2d 629 (1951). Moreover, even though a contract for the sale of
property recites that an initial payment is in "consideration for entering
into the agreement,” the courts permit the buyer to recover so much of the
payment as exceeds the seller's damages if, in the light of the entire
transaction, there was in fact no separate consideration supporting the

payment. Caplan v. Schroeder, 56 Cal.2d 515, 15 Cal. Rptr. 1L5, 364 P.2d

321 (1961).

In 1937, Civil Code Section 3308 was enacted in an effort to ameliorate
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the deficilencies in the law relating to leases. The effort, however, was only
partially successful. Under Section 3308, if a lease 80 provides, the lesesor
may bring an action for dsmages immediately upon terminstion of the lease by
reason of the lessee's abandorment or breach of the lease. The lessox's
dapages in such en action amount to the excess of the value of the remainder

of the term over the then reasonable rentzl value of the remainder of the term.

Section 3308, however, does not apply unless it is made applicable by a provision

in the lease, it does not require the lessor to resort to the remedy provided
{and thus regquire mitigation of damages), and it does not relieve & lessee
from forfeiture. |

Code of Civil Procedure Section 1174 has also been amended in an effort to
alleviate the problems faced by & lessor vhen his lessee refuses to pay rent
or othefwise breaches fhe lease. BSection 1174 provides thet the lessor may
notify the lessee to quit the premises, and that such a notice doea not
terminate the leasehold interest untess.the notice so specifies. This permits
a lessor to evict the lessee, relet the property to another, and hold the
lessee liable for any deficlency in the rentals, But again, the statutory
remedy falls short of providing full protection to the rights of both parties.
It does not permit the lessor to recover damages for future losses; it does
.not require the lessor to mitigate damages; and it dces not protect the lessce
from forfeiture,

The Lew Revision Commission has concluded that the rules applicable to
contracts generally would ke fairer to hoth lessors and lessees than are the
ruies now applied vhen a lesse 1s abandopned or otherwise terminated by reason

of the lessee’s breach. Accordingly, the Coammisrion recommends the eractment
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of legislation providing that leases are contracts and are to be construed
as such. They are contracts providing for continuing performances by both
lessors and lessees. It is the lessor's continuing obligation to permit
the lessee to use the leased property, and it i1s the lessee’s continuing
obligaticn to pay the rent specified in the lease., The parties have other
continuing obligations imposed either by law (see, €.g., CIVIL CODE §§ 1925~
1935} or by the lease itself. Upon breach of these obligations, the rights,
duties, remedies, and measure of damages applicable to contracts generally
should be appliecsable,

Under such a legislative direction, the courts would be free to apply
the developing concepts of contract lew to leases. Courts and lawyers would
no longer be required to construe a lease in a manner different from the way
any other contractual document is construed. Upon repudiation of a lease
by a lessee, an immediate right of action for damages would arise. The
lessor would be entitled to recover all of his damages, past, present, and
future., But he would not be permitted to enhance the liability of the lessee
by permitting the property to remain idle. Payments by & lessee to a lessor
in excess of the actual contractual liability of the lessee would be recoverable
Just as such payments mede under any other contract are recoversble. And no
longer would & lessor or lezsae be able to seek enforcement of a lease or
release from his further duties under a lease when he has not substantially

performed his obligations under the lease,

PROPOSED IEGISLATTION
The Commission's recamendations would be effectusted by enactment of

the following measure:
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SECTION 1. BSection 1936 is added to the Civil Code, to read:

1936. A lease iz a contract for continuing performance by the
lessor and lessees during the life of the lease. The lessor has the
continuing duty to refrain from interfering with the lessee’s temporary
pcssession and use of the leased property and such other duties as may
be imposed by law or by the lease, The lessee has the continuing duty
to care for and to refrain from ebandoning the leased property, to pay
for its possession and.use, and to perform such other duties as may be
imposed by law or by the lease. An abandomment by the lessee of the
leased property is a breach of the lease and a repudiation of the
remaining obligations of the lease. A lease shall be construed as
contracts generally are construed; and the rights, duties, and remedies
of the parties, and the measure of damages for the breach of a lease,
shall be determined as are the rights, duties, remedies, and measure of

damages, under any other contract calling for continuing performances.

Comment. Séction 1936 is designed to bring the law relating to leases
within the law relating to contracts generally. By adhering to the concept
that a lease is more of a conveyance than it is a contract, the California
courts have permitted both lessors and lessees to suffer hardship and injustice.
The doctrine of anticipatory breach has not been applied to leases generally,
and as a result the lessor whose lessee has abandoned the property has the
unpleasant choice of either terminating the lease and losing the bargain
contracted for or continuing to recognize the lessee’s interest in the property.
The notion that a contract may be ended for purposes of performance without
affecting the parties rights to damages has not been applied to leases. The

contractual rule that the promisee must minimize his demages, too, has not

«]10-




been applied to leases, 8o a lessor whose lessee has abandoned the property
has not been required to seek a new tenant to reduce the amount owed by the
original lessee., In fact, some cases have held that a lessor is prohibited
from so minimizing his dsmeages. The contractual rule that covenants should
be construed to be dependent has been applied to leases only irregularly.
Advance payments by lessees, when properly designeted in the lesase, have
heen forfeitedrto lessors regardless of the actual damages suffered.

Section 1936 gives the courts a new point of departure in construing
leases, It frees them from the ancient property concepts that have prevented
the development of landlord and tenant law. But it deces not imprison them
in a mass of particulars. It permits the courts to keep the law relating
to leases in harmony with the continuing developments in the law of contracts.

Under this section, an abandorment of a leaschold by a lessee will give
rise to an immediate right to recover damages, just as repudiation of a
contract does. The lessor will have the right to treat the lease at an end
for the purposes of performance without forfeiting his right to recover the
damages caused by the lesseels default. But, the lessor will not have the
right to permit the property to remain idle and to exact from the lessee the
payment of the full rental due under the lease., As under the law applicsable
to contracts generally, the lessor will be unable to recover demages for any
reasonably avoidable consequences of the lessee's breach.

Under this section, a lessee will have the right to recover advance
payments in excess of the damages suffered by the lessor just as a defaulting

buyer under a land sales contract has such a right. See Caplan v. Schroeder,

56 Cal.2d 515, 15 Cal, Rptr. 145, 364 P.2d 321 (1961).
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Because demages for abandonment of a lease may include some damages for
prospective injury, it will be proper to provide for liquidated damages in
accordance with Civil Code Sectioné 1670 and 1671 in any case where such
prospective damages may be difficult to ascertain, just as it is under the
law of contracts generally.

Thus, no longer will there be a separate body of rules for the construction
of leases. A lawyer or judge may apply the rules for the construction of
contracts to & lease without fear that some ancient concept of real property

law will defeat the just expectations of the parties.
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SEC. 2. Section 3308 of the Civil Code is repealed.

3398:--Ehe-partiea-%s-aaar-lee.ae-af-reai.-ar—perseml-—pmam-m-w
thueia-that-if—sush—lease-shall-be-tesaimted-hy—tha-lesnar-by-!emet—aw
hmaeh-themf-by—tha-;easee-,-the-lessar—shall—theuupen—ba-entit:ﬁ-to—nem
Mﬂ-hssse—tﬁe-wa;th—at—the-t-ina-of—suah—teminatien,—af—thefécnu;-8‘ |
a,ny,-as-the-msnnt-af-mnt-and-eharges-equiva;ext-ta-;ént-resewei&n-the
lem--for-ths-balsase-af-the-stated-tem-a!-any-sheﬁer-perisd-sf—ti:e-mr
the-then-»e asanable-renta}.nvnlue-ef-:he-pmasas—#er—the—sm-pem -

n'he-r:ahts-af-the-lessor-mdop-sueh-ag:nmnt- shall-ba-cmlaﬂw-to-m

athar—;ighti-or»madies--aew—er—hema:ter-givea-to-the-hasov—by-hw-or-by

tha-tem-eﬂ-the-leaseg--prwideﬁ,-however,-that-the-eleatim-nt-the-hssar—ta
mrcise-the-remedrhercinabove-permitted-sha&l-be-'binﬂing-upon'hinfmd
emude-mcmrse-thrreufter-to-m-other-remdy-for-mntai-or-wmm
to-rental-or-damages-for-brench- -of-the-covenant-to-pay-such-rent-or-cherges

accrutns-subseqmnt-to-the-time-af-such-‘barmimbion:'--!he-pareies-w:mnh

Mewmer*agm-thenin-thut-mess-the--renearprovidca-brthis

saction-is-exercised-by-the-te ssocr-within-a- spccifiea-‘tim-thé‘right‘thereta

shall-be-barreds:

Conment. Section 3308 is repealed because Section 1936 makes it

umecessary. The remedy that Section 3308 states may be provided im a -
lease is the general rule, whether or not provided in the lease, under the

contrect law made applicsble by Section 1936.

=13~




SEC, 3. Sectiom 1174 of the Code of Civil Procedure is amended to read:

1174, If upon the trial, the verdict of the jury, or, if the
case be tried without a Jury, the findings of the court be in favor of
the plaintiff and againet the defendant, judgment shall be entered for
the restitution of the premises; and if the proceediﬁgs b;‘fbr an
unlawful detainer after neglect, or failure to perform the conditions
or covensnts of the lease or agreement under which the property is held,
or after default in the payment of rent, the judgment shall also
declare the forfeiture of such lease or agreement if-the-resdee
#aquirad—by—SQQtion-llél-gf-the—sede-states—thi-eleetiea-af—ths .
lanaloyd-ta-daelare-the-ferieiture-thereef,~Jbut—ifnsueh~aetiea-dese
Ack-50-state-such-electiony-the-lease-or-agnearent-akall-Rot-be
ferfolted .

The jury or the court, if the proceedings be tried without a Jjury,
shall also assess the demages occasioned to the plaintiff by any
forecible entry, or by any foreible or unlawful detainer, alleged in the
complaint and proved on the trial, and find the emount of any rent due,
if the alleged unlawful detainer be after default in the payment of rent.
budgment against the defendant guilty of thg forcible entry, or the
forcible or unlawful detainer, may be entered in the discretion of the
court either for the amount of the demages and the rent found due, or
for three times the amount so found. |

When the proceediné is for an untawful detainer after default in
the paymgnt of rent, and the lease or agreement under which the rent is
payeble has not by its terms expired, and the notice required by Section
1161 has not stated the election of the landlord to declare the for-

~

feiture thereof, the court may, and, if the lease or agreement is in
: -1%-
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writing, is for a term of more than one year, and deces not contain
a forfeiture clause, shall order that execution upon the ;]udgnnnﬁ
shall not be issued until the expiration of Tive days after the entry
of the judgment, within which time the tenant, or any subtenant, or
any wortgagee of the term, or any pther party interested in its
c?ntinuance, may'pay into the qcur‘t;_for the lendlord, the amount
found due as rent, with interest thereon, and the smount of the damsges
found by the jury or the court for the unlawful detainer, and the costs
of the proceedings, and thereupon the judgment shall be satizfied and
the tenant be restored to his estate.

Put if payment as here provided be not mede within five days,
the judgment may be enforced for its full amount, and for the possession
of the premises. In all other cases the judgment may be enforced
impediately.
Comment. The language deleted from Section L17h was added to permit a

lagsor to evict a defaulting lessee and relet the premises without forfeiting
his right to look to the lessee for any resulting deficiencies in the accruing
rentals. Under the pre-existing law, a lessor whose lessee defaulted in the

, pasmnt of rent had to choose between suing the lessee from time to time to
collect the accruing rentals and ecompletely terminating the lease and the
leassee's obligation to pay any more rent, Costello v. Martin Bros., 74 Cal.
App. 762, 86, 241 Pac. 588 (1925).

Tasmauch as Civil Code Seetion 1936 permits a lessor to terminate

a leﬁse without forfeiting his right to damages for the loss of the future

rentals due under the lzase, the deleted language is no longer necessary.
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